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Depreciation—A "Problem of
National Accounting

Bina Roy

CSO has made painstaking efforts to improve the estimates of depreciation for the assels used in
various sectors. Preparation of basically sound estimates has, however, not been possible for all sectors.

This paper seeks to estimale sectoral depreciation from 194849 10 195960 to test the plausibility

of the available depreciation series.

THE basic data necded for estimating
depreciation for any sector are: 1) lhe
tofal value of existing capital stock in
use, 2) the price series of various types
of assets, and 3) the life-span of the
various types of durable equipment and
buildings and structures used for the
process of income generation. That the
data concerning theso iteras are in
deplorablo condition is well known. For
most of the unorganised sectors, infor-
mation on existing assets has to be
culled from various rural and urban
surveys which were conducted in general
for other purposes. For the organised
scctors, systematic collection of data,
except for large-scale public and pri-
vate units, is not well organised. With
regard to prices of durable equipment,
only the quotations of wholesale prices
of a few types of machinery, appliances
and vchicles are available from the
office of the Economic Adviser to the
Government of India. For the prices
of buildings and structures, one has to
depend on some price indices of the
principal variety of building materials.

In the unorganised sectors there aro
wide gaps in respect of the nature and
volume of capital assets in use as well
as tho life-span of various assets. Even
the company valuation of assets, based
on an arbitrarily assigned life-span is
generally quite different from the actual
original value.!

There are no studies in Indiz com-
parable with those of R W Goldsmith
for USA and of Redfern, Barna, Dean,
Feinstein and Revelle for UK, which
estimato @ scries of replacement cost
or depreciation of fixed ascets adopting
a straight-line method or a variation of
the curvilinear method applying price
indices and life-spans. There are, ‘how-
ever, two available estimates of
wealth? for two specific points of time.
As Lhe authors of thesc studies were
interested in producing capital astock
estimaucs, the guestion of depraciation
did not get their primary attention. The

‘perpetual inventory’ method may be
adopted to prepare a series of capital-
stock estimates from 1949-50 to 1960-
61 using theso two point estimates. But
this will not probably help to derive
a series of replacement cost and its
trend. For, to cumulate the investments
over this period, one will bave to
depend on the available depreciation
estimates,3 the basis of which is ques-
tionable, Without further browbeating,
it may be beiter to assess what has
alrecady been achicved in this respect.
This task of assessment has been
coupled with a practical exercise in
the last section to test the validity of
the two ilable series of depreciation
mentioned abovo,

ASSESSMENT OF WORX DowEe

Pionetring efforts were made by the
National Income Committec (NIC) in
this field while preparing their First
and Final Reports.t Despite their
efforts to estimate depreciation, no clear
indication is availablo about their sue-
cess in getting appropriate  sourcs
material for most of the unorganised
sectors constituting nearly half of the
fourteen  pational income  sectors.
Rather, they noted with regret that, in
most of the unorganised sectors, there
were wide gaps in this respect due to
paucity of data.

NIC's work bhas been followed up

From the estimates of nct income
originating in different scctors published
in the two NIC Reports, it appears
that no direct estimates of deprecia-
tion were possible for sectors like
agriculture, animal husbandry, forestry
and logging, fishery, small-scale enter-
ptises, other transport and other ser-
vices. For almost all these sectors, they
have prestnted a lumped figure termed
as cost of cuitivation which is nothing
but the operational expenses of income
generation in these sectors. For the
remaining  sectors, mostly organised.
efforts were made by NIC to cstimate
depreciation with the help of the avail-
able data. These sectors are mining,
large-scale enterprises, banking and in-
surance, transport and communication,
othcr  commerce and house proparty
(real estato and ownership of dwellings
in the revised series).

The method of estimation of depre-
ciation for lhe above-mentioned sectors
depended largely on the nature of the
available source materials for the figures
required.  Figures availeble may be
characterised in two lypes according
to their source of origin. Figures culled
from various rural and urban survey
data thrown up by the National Sam-
ple Survey (NSS), private individuais
and other official and non-official
bodies may be placed in the first cate-
gory. These dala were used to estimate
i for the sectors like other

by the Central § 1 Organisation
(CSO) in building up the revised series
of national income estimates published
in the Blue BookS and the Brochure®
on national product. Besides the mbove
attempts, CSO and Tiwar, Kumar and
Kumar have prcpared two series of
depreciation for the whole cconomy
while estimating net capital formation.
A brief account of the method follow-
ed and source material used in catimat-
ing depreciation in various seclors is
presented in the next few paragraphs
both for lhe conventional and the re-
vised series of national income.

:crrnmerce and house property and also
some parls of the agricultural sector.
The second category of data consisted
mostly of ready materials prepared by
the sectoral organisations. These aro
balanoe-sheet analysis for the mining
sector, depreciation figures  obtained
from the Census of Maoufacture and
Samplo Survey of Manufacturing Indus-
tres for factory ecstablishmenis and
Annual Reports of the Railway Board
and Post and Tclegraph Departments
for the transport and communication
sectors.
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It appears from the publications on
tho revised series of national income
that CSO mado painstaking (fforts to
improve the estimates of deprecistion
for the asscts used in the various sco-
tors. Fruils of advanced rescarch and
extension in the coverage of statisti-
cal data met the basic nced of the
work they wundertook. Howcver, des-
pito their advantages, prepsration of
basically sound estimates was not possi-
ble for all the sectors. Thus, for sec-
tors like mining. large-scale manulac-
ture, transport and communication,
mostly identical data with minor ad-
justmcuts have been used by CSO.

REVISED SERIES

On the otber hand, considerable im-
provement of the cstimales could be
nroted in seciors like agriculture, small
enlerprises, clectricity gencration, trans-
port by othtr means, other services and
real estate and owncrship of dwell-
ings. Revised method of  estimation
adopied for these sectors may be bricf-
ly discussed here.

While revising tbe conventional esti-
mates, data {rom budget documents
and data thrown up by tbe All-India
Rural Debt and Investment  Survey
1962 have been used by CSO to esti-
mate depreciation of the asscis used in
agrcullural income generation.  Esti-
males were based on siraight-line me-
thod assuming life as 40 years for
buildings. 10 years for bullock carts and
8 years for agricultural impliments.
For enimal husbandry, (forestry snd
fishery. methods of estimation adopted
for the revised series are not clearly
indicated by CSO excepi that they have
used dala available from the Direc
lorate of ing and i
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Tax Revenue Statistics on Joint Stock
Companies. For scrvices like ssnitation,
job dyeing, dry-cleaning and film pro-
duction, depreciation cstimates of the
assets were based on data collected from
the Reporta on the Sample Sector of
the ASIL For real estate and owner-
ship of dwellings, estimales of depre-
ciation were based on straight-line me-
thed, both for urban and rural houses.
Assumed lifa of struclures has been 60
years for urban and 40 years for rural
houses.

An attempt bas been made in the
present study to estimate depreciation
with sectoral breakdowns from 1948-
49 to 1959:60 by way of testing the
Phausibility of the depreciation series
avsilable. Tho method [ollow:d in es-
timating these scries of dzpreciation for

various sectors is briefly  explained
below.
In ¢stimating  depreciation in any

given period, various direct and indirect
methods may be followed depending
upon the availability of data. One of
these indirect methods, 1hough crude,
is ibe application of ihe ratio of net
and gross products. In cstimating de-
preciation  figures from 194849 1o
195960, this indirect method has been
followsd by the present author. The
cstimate of the revised scries of gross
and net national products published by
CSO in October 19677 bas been used
for the purpose.

ARBITRARY PROCEDURE

The newly adopted ssctoral bresk-
downs in the revised serics of pational
product have been reshuffied and lum-
ped according to lhe stetoral break-
downs of the conventional series 0

budget documents and Siate Fisheries
Departments,

For the small-scale sector, CSO for
the first time estimated deprcciation of
the asscts using ASI data for the Sam-
ple Sector, To estimate depreciation of
assets used in banking and insurance
and electricily gencration, lstest data
availablc (rom lhese sectoral organiss-
tions have bren used. For sectors like
consiruction and other transport, data
for d:preciation of the assels were col-
tected from the analysis of accounts of
construction and transport caterprises
and portly from NSS Reports.

Two sets of data bave been used by
CSO o estimate depreciation for other
services. To estimate deprecistion of
the nssets used in service income gene-
ralion except in sanitary services, basic
data used were obtained from Income-
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achieve of the two series.
The introduction of some degrec of
arbitrariness is unavoidable in reorgan-
ising tho ravised series according to
the scctoral distribution of the conven-
tionsl scries. The lumping together of
the contribution of national product
from construction activilies with con-
Uribution from small-scale  industries
which bave been shown separately in
the revised series, may be cited as an
instance of this arbitrary procedure.
For, in the revised series while separat-
ing the nct contribution from construc-
tion, a departure has been made from
the conventional series mnd a host of
other activities allied to i

smallscalo sector is not likely to dil-
fer much in the two serics.

[ tho large-scale manufacturing sec-
tor, separato contribulions from elec
lricity, gas and water-supply to me-
tional product in the revised  seres
bave been lumped with the contribu-
tions from the factory establshment
sector  to oblain  comparabilily of
the revised and the conveatioml
series  of national income o thiv
scctor. Further, contributions from the
sectors ‘trade, storage, hotels and res-
taurants’ and ‘other lransport’ in Lhe
revivxd scrits of national product bave
becn lumped together to make them
comparable with the ‘other commerce
and transport’ sector in the comven
tional series.

Alter reorganising the secton of
national income in lthe revised seriay,
the ratio of net and gross product in
cach of these reorganised scclom in
the revised series has been applied 1o
the net product of the corresponding
sector in the conventional series o
estimate gross product in that pani
cular sector from 1948-49 to 196061
The difference between the gross aod
et products has been regarded as the
provisional figure of depreciation in
cach year in each sccior. The next step
in the procedure has beem to calculate
8 series of index numbers of the newly
calculated depreciation in cach of the
sectors from 1960-61 to 194849, with
the year 1960-61 as the base. Lastly,
tbe actual figures of depreciation in
each of the sectors in the nvised
series for 1960-61 have been extended
back upto 1948-49 with the belp of
the above-mentioned index numbers of
depreciation for tbhe corrcsponding
sectors in the conventional series. In
Table 1, the estimated deprecialion
figures bave bcen presented along with
the other three series of depreciation.
namely, the revised series (from 196061
to 1966-67) and the two other series
estimated by CSO and by Tiws,
Kumar and Kumar.

METHODOLOGICAL  DISCREPANCIES

A few words may be added bere 1o
record observations on the four series
of depreciation and also (o gote
the plausibility of the newly construct:
ed series.  The methodological div
crepancies may be overiooked in any
imati i the resulticg

bavo been included. However, as an
index number bas been used to get
the fgures of actusl depreciation, the
estimation of the ovemll trend in the
growth of replacement cost of the

figures agreo more or less with the
ather sets of corresponding aggregates.
One of the ways to test this plausibi-
lity is to check the figures ngainst totsl
capilal stock existing (o each sector
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TABLB 2; DEPRECIATION AS PERCENTAGE O CAPITAL STOCX: 194950 awp 1960-61

{Rupees crores a! current prices)

1949-50 1960-61

Capital Depre- Depre- Capital Depre- Depre-

Stock  ciati iati Stock  cialid i
Sectoral Dlvisions {- Cistion :;lg:[ﬂ oc! cilion :;“P(g:v’
Ceat of Cent ot
Capital Capital
Stock Stock
i @ 6B @ & ® Y]
1 Agriculture, animal
husbandry and anciilary
activities 24 10 22 8743 182 21
2 Forestry and fishery 1 4 B 40 7 18
Total of agriculture 236 ' 24 8783 189 22
3 Mining 10 4 34 183 9 4.9
4 Factory establishments 1706 s 37 5459 136 25
Total large-scale enter-
prises 1816 & s642 145 26
5 Small-scale enterprises 763 » 38 1200 37 31
6 Communication 9 1 11 198 2 1.0
7 Railways 1574 25 16 2746 50 18
8 Other commerce and §
transport and olher services ‘2424 6 28 4534 109 24
9 Banking and insurance 68 1 1.3 138 3 22
10 House proparty a1 18 34 7384 202 27
Graad Total 17086 48 27 164 n? 23
Deprecietion, by CSO as
per ceat of total capital
stock 17086 626 37 2164 1173 28
Depreciation by TKK as
per cent of total capital
stock - - - 32164 96 25

over n particular period. This calen.
Iation has been presented in Table 2.
In presenting this Table, available
capital stock estimates by Mukherjec
and Sastry and by RBI for (94950
and 1960-61, respectively, havo been
used. For the sske of comparabilily
with the stctoral breakdowns of the
series of depreciations, the available
capital stock figures for 1949-50 and
1960-6) have been reshuffled.

PROCEDUSE OF REOROANISATION

The procedure of reorganisation of
the sectoral distributions of capital
stock according to the sectorst distri-
bution of the néw scries of deprecia-
tions may ba bricfly explained here.
For the agricultural sector, only twe
breskdowns have boen made, namely,
i) egriculture, animal husbandry and
allied sctivities and i) forestry and
fishery. In tho first group, all the
capital stock existing under items such
as 8) agricultural implements including
tractors, b} livestock used in farms, ¢)
sheds, barns, cte. d) lmprovement of
land, irrigalion works, both public and
private, and plantations, other than tea
plantations, have been included, The
recoud group cansists only of the capi-
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tol stock used in forestry and fishery
sectors,

To the largescale sector also, only
two group breakdowns have been made
to make them comparable with the
estimated deprecialion seres. The Arst
group consists of the capitel stock
existing in miniog activities. The second
group includes the capital stock used
in the factory establishments, both
public and private, along with the

estimates by Mukberieo and Sastry
for the year 1949-50, except only the
apital existing in the bouse property
sector. In [act, & compsrablo lable
of capital stock figures for  1949.50
aod 196061 is available from RBI
estimates published in their Bullesln of
Januaty 1963, In this table, they have
added & pew  grovp, mamely, ‘eapital
outlay in government administration’,
in which they have included the capital
stock existing in ‘rouds and bridges,
‘public and semi-puble capital in pons,
docks, lighthouses, ete’, and ‘public acd
semi-public capital in acrodrome equip-
ments’ and ‘public house property.
As there was no similar group in the
depreciation series, capital stock of
public house property was included in
the house property sector, leaviog ai
the other items of the abovemention-
ed group to bo lumped with ‘other
commerce and transport and servicsy
As no separate estimatc of capital stock
in public house property was availabls
for 1960-61 from RBI estimates, the
1atio of capital stock in pubtic howe
property to the total Government capi-
tal outlay on administration for [945.
50 has brea applied to the total Gov.
cenment capital outfay for ibe same
purpose for 1960-61. The figure of
capilal stock ia public house propety
derived by the above procedurc amounis
to Rs 271 crores in 1960-61 as against
Rs 106 cvores in 1949.50.

ResuLTs

Interesting results emerged from the
calculations in the Table. It may b
noted from the percentages of deprecs:
tion to capital stock that the Jengh
of life of assets wsed in sectors Jie

assets used in electricity and
transmission and also in tea planta-
tions. The other group breskdowas in
the capital stock estimates have been
lumped in the following manner. Ex-
cept the capital stock used in railway
and communications which are placed
as two independent groups, all the
other capital stock wsed in tmosport
activities and wholesale and retail
trade and also other services has been
lumped together to achiews comparabi.
Jity with the depreciation series. The
next group consists of the capital stock
used in banking, co-operatives and
insurance companies. Tho last group
includes assets accumulated in house
property, both public and private.
The capital stock figures for 1960-61
svailable from RBI sources can be
casily regrouped according fo the above-
mentioned breakdowns of .cepital stook

small scale enterpriscs, communications
other commerce and transport and sr-
vices and also in house property bawe
increased appreciably in 196061 ove
1949-50. This increase in the lifesp
of assets in most of the secton 3
malched by an overall increase in the
average life of the total accumulaisd
balance of assets in the cconomy. T3
increase is quite natural for a develop
ing cconomy where the eatire prodw
tion and distribution processes are [
shifting to mechanical devices. It il
probably testified to tho [uct that ¥
series of depreciation estimated rr
is theoretically sound.

Tncreaso in life-span of essets in agrt
culture, s is observed from the Tabk
is mainly due to greater mechanisstee
in forestry and fishing activities, Deve
lopméent of mechanical fishing and fu
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curing apd food indusiries i3 most
probably responsible for this growth
though 8 small part of it may be
slsibuted to forestry and allied busi-
pess. On the other hand, in agricul-
ture and animal husbandry also, the
increase in assct-life, though not re-
markable, is not much less significant.
Development of quite & pumber of
Government  dairies with allied busi-
ness in animal busbandry products as
well as the introduction of mechanical
metheds of farming in agriculture has
contributed 1o this change in the capi-
tal structure.

INTERESTING  POINTS

The Table brings out some interest-
ing points which are apparently con-
fusing. One of these is the decrease
in the life-span of assets used in som:
sectors like mining, railways, and bank-
ing and imsurance. The decrease in
the life-span of assets in the case of
miniog may be explained in severa)
ways. In calculating the rovised
series, CSO adopted the same method
as the NIC did, namely, that it used
the data on company balance-shect
analysis done by RBI in 1947 for the
thta Taxation loquiry Commission,
And it is interesting to note that the
new depreciation figure of Rs 4 crores
in 1949:50 is exactly the same figure
as was given by NIC in 1949 and 1950
in their Final Report on the basis of
4.7 per cent of the value of output.
If it is taken for granted that the
existing capital stock estimates are
dependable, the dimeosion and growth
of the amount of depreciation must
be scrutinised to find a suitable ex-
planation for the percentage increaso
in depreciation.

It is realised from & few studies mad:
by B Dey on some aspects of mining
industries that onc of the characteristic
features of the growth of mining in
India is the gradual change over from
labour-based production to machine-
based or capitel-intensive production
requiring & heavy amount of recurring
expensts for maintenance and repair,
which is also included in the amount
shown as depreciation. On the other
hand, the depreciation provision or
replacement  cost has mot increased
much. Another point to be noted is
that the change over lo mutomstic
devices of production has naturally
transformed the age-structure of the
tolal capita) assets lating in the

reported when issuing balance-sheets.
It follows that the actual book values
of assets and their life-span  are
probably different from balance-sheet
rocords.

The slight decrease in the life-span
of railway capital may be discussed
next. Railway assels have expanded
rapidly during the past decade and a
half, This js apparcatly indicated by
the 74.46 pr cent growth of capital
stock in this sector in 1960-61 over
1949-50. In spite of this substantial
growth, the depreciation fgure of Re
50 crores is clearly an underestimate.
This figure was obtained by CSO from
the Reports of the Railway Board
while eslimating the revised series.

The unsual decrease in the life-span
of assets acquired in banking activitics
cannot be explained edsily. It may only
be guessed 1hat probably the nte of
depreciation  shown in the revised
series of national product is too high
in 1960-61. For, the growth in assets
in this sector comsists in the greater
increase in building construction for
which deprecialion charges are gene-
rally lower duc to loog life-span of
most of the assets. In view of this
fact, it may be indicaled that most
probably the depreciation rate in this
sector has cither remined static or has
not increased so much as is shown in
tho revised series. The increase in the
life-span of assets created in communi-
cations, other commeroe and traosport
and services as well as  house property
could be explained by general develop-
ment trends.

A few more observations may be
added on the o(her two series of
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economy, This is quite Jow in compari-
son with their actual figure of Rs 303
crores of depreciation in 1950-51 which
may give at the most, 8 minimum life
of 63 years. This means that the growth
of their depreciation is too fast to be
matched by the rate of growth of capital
stock in the counury.

The present study is concluded here
with some tentative obscrvations. The
depreciation  series  presented  here
apparently fits in fairly well with
aggregate  national income, capital
formation and capital stock estimates.
But the problem factor in this fidld
remains  unresolved. This  problcm
relates to the non-availsbility of direct
statistical data on the actual condition
of assets used in generation and distn-
bution of income in most sectors. Il
is evident from studies in developed
countries that there is no single solu-
tion to this problem. Collective efforts
of various types mey be launched with
proper marshailing of machinery
for the collection of data. Data collect-
od by survey method may largely sofve
the problem of paucity of data en
assets used in the unorganised sectors
like sgriculture, amimal husbandry,
forestry, fishery, small entcrprises, con-
struction and services, etc.  For the
organised sectors, op the other hand,
data available through company balance-
shects may be used along with
those from Annual Survey of Indus-
tries.  These data on assets for the
organised sectors may be properly ad-
justed before use by assessing their life-
span with the belp of income-tax and
fire insurance data on asscls in posses-
sion of various enterprises. Lastly, the
of the index numbers of prices

overall dep here,
pamely, the CSO series and the Tiwari,
Kumar and Kumar (TKK) series. It
may be noted from the depreciation
rates calculated with the belp of CSO
figures in 1949-50 and 1960-61 that the
assumed life-span of asscts was too
low to be true. On the other baad,
it may be pointed out that, most
probably, these depreciation rates were
not calculated with an eye to the
actusl peture and composition of
capitai stock existing in the economy.
Observations on  the d

is essential so as to include the prices
of the assets used in most of the ua-
organised sectors down to the woodtn
plough. When agriculture is the mainsaty
of our cconomy, why should it be
most neglected in respect of collection
and orgsnisation of data?

Norss

1 It has been pointed out in the
Report of the Income-Tax Inquiry
Commission that in roany indus-
tries allowed for in-

figures by TKK are just the opposite
of those on CSO figures. They do not
present  depreciation figures for the
year 1949.50, the base year for the
calculation of the growth mte. How-

come-tax purposes is substantially
higher than what is actuelly pro-
vided for by the companies.
(Report of the Taxation Inquiry
Commission, 1953-54, Vol [. p 128,
pln 58, Mmu(ry of Finance,
Affains,

ever, whlle the
of d to capital stock in

hands of the mining companies. Pro-
bably, this change in the age-structure
of the assets has not been properly

1960-61 with the help of their depre-
clation figures, one gets mn average
1life of 40 years for capital stock in the

00vs§rnmonl af Indin, New Delbi,

2 ) Mukherjee and N § R Sastry:
‘A Estimate of Tangible Wealth
of India’, in “Income and Wealth
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Series VILI”, pp 365-387, Inter-
mational  Association for Re
vaarch in Income snd Weallh,
Bowes and Bowes, London, 1959,
Reserve Bank of Indis, Depart-
ment of Stalistics: “Estimates
of Tangiblo Wealth of India”,
RBI Bullatin, January 1963,
Vol XVII, No I, pp 819
Estimates of gross capital for-
mation in India for 1948.49 to
196061, issued by the Central
Slatistical Organisation, Depart-
mant  of tistics,  Cabinet
Sccretariat, Government of In-
dia. New Delhi, 191 (mimeo-
graphed).

L=~

b) Estimates of capital formation
in India for 1950-51 to 1961-62
by S G Tiwar, B Kumar and
) Kumar, 4th ICRNI, Bhopal,
1963 (mimeographed).

4 a) First Report of the Natiomal
Income Commiltee issued in
1951 by the Minisiry of Finanoe,
Department of Economic Affairs,
Government of India, New
Delhi.

b) Fmal Report of the Natioml
Income Committec issued by the

above Mini in 1954,
5 National Income Stalistics, Propo-
sals for the recvised series of

Netional Income Estimates for

August 9, 196%

1955-56 to 1959-60, issued by the
Central ~ Statistical ~ Organisation,
Department of Statistics, Govern-
ment of India, New Delhi.
Brochure on Revised Series of
National Product for 1960-61 1o
1964-65, (m\sued .by tbe Central
. . B,

o

of Statistics, Cabinet Secretariat,
Government of fndia, August 1967.
"Estimates of National Product (Re-
vised Serics) 196061 to 1966-67"
lssued by the Central  Statistical
Organisation, Department of Sta-
tistics, Cabinet Secretariat, Govern-
ment of India, October 1967.
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A Permanent Finance Commission ?

Jayanta Sarkar

The Centre. has so far been opposed to the setting up of a permanent Finance Commission on
the ground that it would only Iransfer increasing amounts of funds to the States without a corresponding
gesture of greater responsibility from the States.

The present system, however, continues (o encourage the States in their fiscal juggplery and prevents
viewing of the problems of federal finance in their tolality.

A permanent body by itself will not solve all -problems, but it will at least help
any "injustice” done to them need not be endured for five fong years.

States a sense of confidence that

THE demsnd for a prrmanent Finapos
Commission has been very much in
the sir. The Chief Minister of Kerala,
E M $ Namboodiripad, Ras siressed
the necd for hav'ng & body like this to
deal with financial issues as and when
they arise betwsen New Delbi and the
Stat: capitals, West Bengal's Chief
Ministes, Ajoy Mukherjee, has also
spcken in the same vein and has de-
manded more financial powers for the
Stais.  Long befote the politicians
came to exiend their support to this
view, experts had startzd 1hinking on
this line. The seeds of the idea can be
traced back to the reports of the
Second and Third Finance Commissions.
The idea took more defimile shape ‘in
the report of the Fourth Commission.

The Union Finance Ministry, how-
ever, looked askance at these devclop-
ments. Morarji Desai was known to
held the view that any anempt to re-
allocate resources betwzen the Centre
and the Stales was an exercise in futi-
lity for, the important question was not
whether the Centre or the States should
have more funds, but whether the coun-
iry as a whole should hawe more re-
sourees. A permanent finance body, as
New Delhi saw it, was just & step to-
wards the transfer of an increasing
smounl of funds from the Cenlre to
the States. Quinquennial commissions
jnd five-yearly plans gave, in its view,
an appearance of semi-permanence to

the distribution of resources and the
States wero (hereby made to realise that
they had to mansge somehow within
the constraints imposed on them.

The Centre was, nevertheless, com-
pelled to agree to the proposal of satting
up another Finance Commission within
two ycars of the publication of the
report of the previous one. New Delhi
could not ignore the political changes
that the 1967 general elections had
brought about. The decision to form
the Fifth Finance Commission was
fergely a sop lo the rising demand
for financial reforms.

Lacx or ConTINUMY

The principle of a  permanent
Finsnce Commission and the existing
situation are, however, poles apart.
Every effort is made at prisent to
shake off even the faintest suggesiion
of continuity between successive Com-
missions. Each fimnce body has to
start its work practically de novo. No
member of one Finance Commission
sits on another, such is the convention.
All the working papers are destroyed
after the Commission has finalised its
report. The reason is that tho Commis-
sjon's report in effect amounis to an
award and go documents showing how
it was arrived at noed to be kept.

That Commissions are set up at in-
tervals of about five years leads to a
variety of irresponsible acts. The

erate in the

Uttar Pradesh Goverument, for instance,
hustled its Pay Commission to conclude
ils work, issued a Ggvernment order on
the pay body’s report aad sent copiex
of the order and of the report by a
chartered plans to New Delhi, only to
meet the deadline for submission of
tiatements set by the Fourth Fimance
Commussion. The West Bengal Govern-
ment raised the dearness allowance of
its staff by Rs 9 crores on March 27,
1969, Lo show the amount as committed
expenditure for the last financial year
which was to expire in another threc
days. Many State Governraents sre also
known to submit one set of financiel
statements to the Finance Commission
and snother for tHe Planning Commis-
sion. In the former, they normally try
to show an inflated figure of deficits
in non-plan revenue account, the obvi-
ous intention being to reinforce their
demand for a larger share of divisible
taxes and grants in aid. In statements
for the planning body, they quite often
draw & much more elastic estima'e of
their resources to justify their demand
for a big State plan. This year, how-
ever, things hawe proved to be dil-
ferent, The Planning Commission and
tha Fifth Finance Commission asked
for financipl. statements from the States
at mors or lesa the same time and this
put them in & quendary: blatant discre-
pancies 1n estimates had to 'be aVoided.

This somewhat uncomfortable situs-
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